The marketplace for Australian wool relocated from London to the Australian capital cities in the half century after 1880. This represented a major institutional shift that underpinned the development of the Australian economy and made Australia the centre of the international wool market. We analyse the principal demand and supply changes underlying this market shift. Consolidation of worsted manufacturing, demand diversification, improved transport and communications, Australian dominance of international wool production, and the growth of the small grazier shifted the relative market efficiency in favour of Australian auctions. Very early in the history of Australasia, small quantities of wool were sold by the growers before shipment…but this business remained an insignificant one until about twenty-five years ago. Its rapid growth of late, a growth that is registered by the increasing importance of the auctions at Melbourne, Geelong, Sydney, Adelaide…now seriously threatens the business in London.
INTRODUCTION
London was the location of the main international wool market in the mid-nineteenth century and the natural overseas outlet for the growing Australian wool clip, which was largely consumed by British mills. However, by the 1880s Australian wool was increasingly sold locally, initially in Melbourne and Sydney. Prompted by large woolbrokers, small graziers, and a diversity of buyers, within forty years local auction selling had spread around the port capitals of Australia where almost all wool was sold before being exported.
Australia thus established itself at the centre of the international wool market. The development of a nationwide system of marketing and distribution for a leading commodity constituted a major institutional innovation and provided one of the foundations of the structural transformation of the Australian economy in the twentieth century.
A great deal has been written on the wool industry in light of its central role in Australian economic development. Much of this has focussed on wool production, 2 although several major contributions have focussed on the wool trade particularly those of Barnard, Ville, Tsokhas, Keneley, Fyfe, and Abbott. 3 Of these only Barnard discusses the relocation to Australia in detail but his analysis ends in 1900 before the transition had been completed without analysing emerging factors such as the Japanese market. 4 The peak year of London wool sales was 1895 and it was not surpassed by Sydney until 1922. 5 Ville's briefer treatment is largely restricted to analysing the contribution of stock and station agents to the 2
In particular see G. Abbott, Pastoral Age; Munz, Australian Wool Industry; Morrissey, Pastoral economy. 3 Barnard, Australian Wool; ibid Wool buying; ibid, A century and a half; Ville, Rural Entrepreneurs; Tsokhas, Markets, Money; Keneley, Woolgrowers, brokers; Fyfe, Bale Fillers; M. Abbott, Promoting wool. 4 In addition, he does not provide precise or complete statistics of the relocation neither does he address broader issues associated with this institutional innovation.
relocation. 6 The transition is mentioned in general terms in several studies of the Australian economy including those by White, and Dyster and Meredith. 7 We trace the relocation of the wool market, focussing upon the half century from 1880, provide the first comprehensive data on the trend, analyse the demand and supply changes underlying this movement, calculate the cost savings yielded, and examine the relative roles of the Australian growers and woolbrokers and overseas buyers. It will be argued that consolidation of woollen manufacturing, the diversification of demand, improved transport and communications, the growing Australian dominance of international wool production, and the emergence of the small grazier shifted the relative market efficiency criteria in favour of Australian auctions. It should be noted that New Zealand was also experiencing a similar trend towards domestic auctions, although this took longer and was less complete. South Africa, Argentina, and Uruguay relied more heavily upon a mixture of the London market and local sale by private treaty. 8 We conclude by examining the broader economic and political implications of the adoption of local Australian sales.
THE GROWTH OF AUSTRALIAN WOOL OUTPUT AND EXPORTS
Pastoralism was one of the earliest industries to develop in Australia. The local demand for meat and the climatic and geological suitability provided the conditions for an expansion in sheep numbers from 6,000 in 1800 to around 100,000 by 1821. 9 Sheep farming was pioneered by several members of the New South Wales army corps, particularly John Macarthur, and pardoned convicts including Samuel Terry. As many free migrants arrived and settlement radiated across southeast Australia, sheep numbers grew rapidly to 13 million 6 Ville, Rural Entrepreneurs, pp. 126-34. Some of Ville's analysis has also been revised and developed. 7 White, Mastering risk, pp. 145-6, Dyster and Meredith, Global Economy, pp. 58, 100. 8 Bureau, Statistical Handbook, G. Abbott, Pastoral Age, G. Abbott, Pastoral industry, p. 239. by mid century. 10 Their numbers had far outstripped the local demand for meat and thus attention turned to wool production, which reached an output of 19 million kilograms by 1850, 210 million by 1890, 350 million by World War One and 446 million by 1939.
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Given the small Australian population, most wool was exported. Improved sheep breeding with merinos, particularly from the late 1820s, enabled exports of high quality Australian wool to grow rapidly and compete with the output of other nations. 12 Stud breeders improved upon imported breeds, such as the Saxony and the Rambouillet, to produce large merinos with a long staple and dense wool.
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The first wool exports from Australia to Britain occurred around 1807-8 and by the 1830s were increasing by 32 per cent per annum. 14 Wool production and export dominated the embryonic economy. Butlin estimated that pastoral exports, predominantly wool, accounted for more than 90 per cent of exports by value in the 1840s. 15 Table 1 confirms wool's domination of Australian exports: from the 1860s to World War Two it accounted for a third to a half of the total. In turn, Australia became the largest wool producer and exporter in the world, as we shall see below. Unsurprisingly, staple theory has been applied to the study of Australian economic development, although its relevance has been challenged in more recent historiography.
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HISTORICAL CHANGES IN SUPPLY AND DEMAND
A series of changes in demand and supply conditions in the international wool market, discussed below, shifted the relative efficiency criteria in favour of Australian sales.
Consolidation in the English woollen industry
The pattern of demand for Australian wool was changing significantly. The English woollen industry, the traditional source of demand for Australian wool, was undergoing significant alterations in its size and structure in the second half of the nineteenth century.
The rapid expansion of worsted production in mid century, due to changing fashions and new machine technology, drew heavily upon long merino wools from Australia.
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The simultaneous growth in scale and concentration of worsted manufacturers enabled them to by-pass wool merchants to buy directly. This was especially the case for the largest firms who also vertically integrated backwards into top making, merchanting, and sometimes wool buying. Some firms established offices in Australia or contracted with buyers to purchase on their behalf particularly from the 1870s. 33 In addition, the severe and extended depression of the British textiles industry from about the mid 1870s prompted a search for cheaper sources 31 The per mile freight charge reduced as the distance lengthened. Linge, Geography, pp. 178, 308, 32 Barnard, Australian Wool, Jenkins & Ponting, British Wool, pp. 171, 184. of supply; at this time wool prices were lower in Australia than in London due to fewer buyers.
Geographical diversification of demand
The second major change in the pattern of demand was the growing importance of non-British buyers. The textile industries of Continental Europe, particularly in France, Belgium, Germany, Italy, and the Netherlands, followed a similar pattern to Britain of growth, concentration, and stagnation. 34 The decline in European merinos with the switch to more land intensive farming in the second half of the nineteenth century simultaneously limited domestic supplies. The economic ascendancy of newly unified Germany, with its imperialist pretensions under Chancellor Bismarck in the 1880s, provoked a desire to be free of British intermediation of raw materials and postal services to the South Pacific. 35 Almost all Australian wool went to British buyers in the 1850s. However, by the 1870s some of the Australian wool sold in London was being re-exported to Continental Europe. As Australian auctions expanded in the 1880s and 1890s, Europeans took advantage of the opportunity to buy directly from the source country and soon accounted for the majority of demand.
Although we lack accurate figures on consumption before the late 1880s, Table 2 indicates the rising share of Continental buyers in the final years of the nineteenth century and their dominance in the subsequent period to World War One, accounting for around two- 
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The Japanese market proved more fruitful. In 1888 the first known consignment of scoured wool for Japan was shipped from Victoria. Military demand from the Sino-Japanese 
Improved transport and communications
The main attraction of purchasing in Australia was the saving in time, freight costs, and insurance from shipping directly to the consuming nations rather than through the Australian wool production and sale, and on the state of the London market. By purchasing closer to the source of production, contact with growers and familiarity with the local environment sharpened market signals for the buyers.
Australian dominance of international wool production and export
The southern hemisphere wool producers, notably Australia, New Zealand, South Africa, Argentina, and Uruguay, increasingly dominated world production by the late nineteenth century, accounting for around a 60 per cent share. Australia was the leading producer with about 50 per cent of southern hemisphere production. come to the point of grower concentration than if sellers seek disposal in multiple dispersed markets. Fewer transactions are needed if there is a single or dominant marketplace, which in turn provides scale economies connected to infrastructure costs. In this case, therefore, the market shifted from the location of consumption to the location of origin, since the most concentrated transacting group changed from buyer to seller.
The expansion of the small grazier
Local selling promised a range of benefits to the wool grower. The earlier local sale meant prompt payment and mitigated the need for short-term finance to cover seasonal outgoings. In the 1880s Western Australian growers had waited five to eight months after shipment to receive payment. 58 Earlier realisation mitigated grower risks since they disposed of their ownership interest in their clip more rapidly and were aware of the realisation amount even where credit was given to the buyer. Being more closely connected to the public market gave growers a greater a sense of involvement and bred competition among them, which encouraged a concentration upon improving quality. Elder's observed in 1907: 'The woolgrower...has a chance of seeing his wool on the show floor, and this is often very instructive, and gives him a chance also of comparing his clip with other clips'. 59 Market signals were more effectively transmitted back to growers, allowing them optimally to adjust their product mix to maximise returns. What made these advantages opportune were the changes taking place to the structure of Australian wool growing, particularly the expansion of the small grower and the popularity of mixed farming, combining arable with livestock production. This created a class of sellers who were anxious to achieve quicker realisation A central aspect of the work of the Australian brokers was their growing reputation as woolclassers, a skilled function that became of increasing importance when they took over local wool broking. A good classer had to be highly knowledgeable of the different properties of wool (length of staple, strength, spinning quality, and yield), the locality from which the wool came, the season, and the health of the sheep. Such requirements suited local firms possessing extensive sectoral expertise and local knowledge and networks. The value of the woolclasser increased during the twentieth century with the expanding numbers of sheep breeds: by 1939 more than 1,500 wool types and sub-types were offered for sale in Australia. 70 Divisions into more precise distinctions of quality made the job of the local buyer easier in securing appropriate wool types for different forms of textile manufacture.
Brokers also used this expertise to provide advice to farmers on the grades of wool currently in demand and on the correct shed preparation of wool. This was all a far cry from the midnineteenth century when Dalgety's had bemoaned the shortage of woolclassers 'who really understand the relative values of wool'.
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The development of these core technical competencies was a strong source of competitive advantage that was difficult to match in Europe.
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The Australian brokers gradually absorbed functions previously performed by independent specialists. A common transactional chain for London sales was grower- the Joint Wool Conference to organise, support , and extend the local wool market. In the interwar period this included opposition to government plans for market regulation.
MARKETING STRATEGIES AND COSTS
In Table 5 we judge the relative merits of Australian versus British wool sales, using five efficiency criteria based on our discussion in the previous sections. In each case the Australian market is preferable to London, namely: lower transaction costs, shorter realisation times, improved brokerage services, better market signalling, and lower marketing costs. In the case of marketing costs we can quantify the benefits of Australian wool sales.
[ All parts of the wool trade were keenly interested in the relative costs of the London and Australian markets. While lower prices initially attracted many buyers to Australia, it was the lower cost structure that sustained the market in the face of price convergence. Two brokers, Goldsbrough Mort and AMLF, debated the issue in 1894 but their results were coloured by a preference for one or other market. The Australasian Pastoralists Review, which published their exchange, undertook its own calculations and expressed an editorial view that total costs 'borne by the wool' were lower in Australia. It emphasised that all costs were included, not solely those of particular groups. It distinguished four main cost categories: sale commissions; warehouse, insurance, and storage charges; sea carriage; and overland haulage. It concluded that wool destined for British buyers incurred additional charges through sale in London rather than Australia of 2s 8d per bale. The differential was greater for wool destined for France and Belgium at 4s 4d, and Germany and the USA at 6s
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Australian Wool Industry, pp. 29-34; Barnard, 'Woolbrokers', p. 14.
5d. 86 As a consequence, the Australian auctions had saved the trade £123,016 in the 1893/4
season. Below we apply the Review's data, correcting a couple of mistakes, and treating insurance charges separately from warehouse and storage.
[ For Bradford, Yorkshire, the location of many of the leading British woollen manufacturers, the dominant saving from sale in Australia lay in rail haulage charges from London to Bradford. Wool could be shipped directly from Australia to the port of Hull close to Bradford at the same freight rate as for London, leaving only a short rail haul to Bradford, compared with the much longer rail haul for those shipments passing through the London market. The buying broker's commission was higher in Australia than London, normally 1.5
as against one per cent of sale price, to reflect the greater time and expenses to purchase in Australia. Where the buying firm represented itself in Australia, the higher notional charge remains to reflect the firm's own increase in time and expenses compared with buying in London. Warehouse charges were slightly lower when the wool was presented for sale in Australia, reflecting differences in land prices and fewer delays, congestion, and interruption, common in London at the centre of the maritime and international trading world.
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The greater cost savings on wool destined for markets other than the United Kingdom comprised partly lower freight charges by avoiding London and therefore the necessity of a second international sea passage. Wool could be shipped from Australia to the European continent at the same freight rate as to London. Interestingly, the additional sea freight from 86
All currency is in Australian pounds. 12d (pence)=1s (shilling). 20s=£1 (pound). All examples involve wool exported through Melbourne.
London to France or Belgium was less than the rail charges to Hull. That total savings were greater on direct shipments to the Continent than to Yorkshire was due to additional savings in insurance and transhipment costs. 88 Cost savings to the United States were at least as great as for Germany, the freight rate from London to either country being double that to France or Belgium while the direct rate from Australia to Boston was 'a shade lower than to London'.
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The full savings to the trade have been calculated as £136,753. The significance of these savings is more clearly understood by expressing them as a percentage of total marketing costs to sell on the London market: 6 per cent for British bound wool, 11 per cent for French and Belgian, and 16 per cent for German and American purchasers. That 81 per cent of these savings were yielded on non-UK sales is indicative of the importance of demand diversification discussed earlier.
[ below London.
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The importance of additional savings in sea freight, and the rapid expansion of Japanese purchases, where savings would be higher than to most nations in the 1894 example, strongly suggests rising average and total savings to the interwar period.
The By 1892 in Melbourne, Geelong, and Sydney wool sales were organised in a central salesroom. Barnard, Wool Market, pp. 110, 154-5; Dennys Lascelles 62, 12, Conran, out-letters, 1892 . NBAC, Dalgety 100/1/55/13, correspondence, 1960 Goldsbrough Mort 2A/206, wool, miscellaneous figures on consumption.
to local sales in New Zealand was believed to be due to 'the want of one great centre' from which scale economies could be derived.
BROADER IMPLICATIONS OF MARKET RELOCATION
The development of a local wool market had broader implications for the domestic economy and Australia's international trading and political relationships at the beginning of the twentieth century. It established a sophisticated marketing and distribution network in Australia, which was concentrated upon and connected the different state capitals. As such it helped to maintain the urban focus of Australian economic development of the nineteenth century through its linkage effects to a range of localised activities, and it initiated the nationwide building of domestic economic institutions in the twentieth century upon which a much wider range of industries would draw. 97 The local wool market spurred direct bilateral trading relations with a number of nations, particularly Germany and Japan, that diversified into many other goods and services in the course of the twentieth century. 98 Ironically, therefore, the local wool market helped establish the organizational and relational foundations for a much broader economic structure that would increasingly supersede the pastoral sector, a process Sinclair has ably described. local knowledge, producer contacts, and trade specialisation they developed core technical competencies, particularly expert wool classing and a national auction system, that were difficult to match in Britain. Australian graziers, especially the growing breed that practised small scale production and mixed farming, benefited from the lower transactions costs of the trade, quicker sale realisation, stronger market signals, and a broader range of broker services.
Relocation of the wool market represented a major institutional shift affecting the key sector of the developing Australian economy, with broad implications for that economy's future development. 1 8 8 9 1 8 9 1 1 8 9 3 1 8 9 5 1 8 9 7 1 8 9 9 1 9 0 1 1 9 0 3 1 9 0 5 1 9 0 7 1 9 0 9 1 9 1 1 1 9 1 3 1 9 1 5 1 9 1 7 1 9 1 9 1 9 2 1 1 9 2 3 1 9 2 5 1 9 2 7 1 9 2 9 1 9 3 1 1 9 3 3 1 9 3 5 1 9 3 7 1 9 3 9
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